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Summary 

Many agree that the U.S. tax system is in need of reform. Congress continues to explore ways to 
make the U.S. tax system simpler, fairer, and more efficient. Identifying and enacting policies that 
will result in a simpler, fairer, and more efficient tax system remains a challenge. 

On December 10, 2014, the Chairman of the House Committee on Ways and Means introduced a 
comprehensive tax reform proposal, the Tax Reform Act of 2014 (H.R. 1). The bill proposed 
substantial changes to both the individual and corporate income tax systems, reducing statutory 
tax rates for many taxpayers, while repealing dozens of credits, deductions, and other tax 
preferences. While no further action was taken on H.R. 1 in the 1 13 th Congress, the proposal 
continues to inform the ongoing tax reform debate. 

There are various policy options for achieving comprehensive tax reform. One option is a base- 
broadening, rate -reducing tax reform, in the spirit of the Tax Reform Act of 2014. An alternative 
approach would be to substantially revise or eliminate the current tax system, instead relying on 
an alternative tax base for revenues. Tax reform legislation introduced early in the 1 14 th Congress 
has tended to take the latter approach, proposing a retail sales tax at the federal level or a flat tax. 
Similar proposals were introduced in the 1 12 th and 1 13 th Congresses, and did not advance. 

Both Congress and the Administration have indicated interest in tax reform through their 
respective budget processes. The budget resolution for FY2016 (S.Con.Res. 11) communicates 
congressional support for action on tax reform. The President’s FY2016 budget proposes a 
number of tax policy changes, including substantial changes in the international tax system. 

The prevailing framework for evaluating tax policy considers equity (or fairness), efficiency, and 
simplicity. Equity examines the distribution of the tax burden across different groups. This 
information can then be used to assess the “fairness” of the tax system. A tax system that is 
economically efficient generally provides neutral treatment, minimizing economic distortions and 
maximizing output. A tax system that is simple reduces administrative and compliance costs 
while also promoting transparency. 

Oftentimes, there are trade-offs to be considered when evaluating tax policy options. For 
example, shifting towards a consumption tax might enhance economic efficiency. However, 
taxing consumption rather than income tends to put an increased tax burden on lower-income 
taxpayers relative to higher-income taxpayers, reducing the progressivity of the tax system. 
Policymakers may want to consider the trade-off between equity and efficiency when evaluating 
tax policy options. 
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Introduction 

Late in the 1 13 th Congress, former House Ways and Means Committee Chairman Dave Camp 
introduced a comprehensive tax reform bill, the Tax Reform Act of 2014 (H.R. 1). While no 
action was taken on H.R. 1 in the 1 13 th Congress, tax reform remained a key issue of interest 
early in the 1 14 th Congress. In January 2015, the Senate Finance Committee established five 
bipartisan working groups to evaluate tax reform options. 1 

There are various policy options for achieving comprehensive tax reform. One option is to enact a 
base-broadening reform, maintaining the current system with reduced tax rates, in the spirit of the 
Tax Reform Act of 2014. A second option is to substantially revise or eliminate the current tax 
system, instead relying on an alternative tax base for revenues (e.g., taxing consumption rather 
than income). Tax reform legislation introduced early in the 1 14 th Congress has tended to take the 
latter approach, proposing a retail sales tax at the federal level or a flat tax. Either option can be 
designed to be revenue-neutral or change the revenue outlook, depending on the exact provisions 
of the reform. 

As an alternative to comprehensive tax reform, Congress may choose to consider reforms to 
certain parts of the code. For example, Congress may choose to consider international tax reform 
options, or evaluate business-only options. Congress may also consider other non-reform but tax- 
related issues, such as the “tax extenders.” 2 

Tax systems are often evaluated using the criteria of efficiency, equity, and simplicity. One goal of 
tax reform is to enhance economic efficiency, removing provisions in the code that adversely 
affect decisionmaking and economic output. Changes in tax policy also have equity implications, 
with respect to “fairness” of the tax code. The current tax code is widely seen as being overly 
complex. Thus, tax reform provides the opportunity to simplify the U.S. tax system. Balancing 
these three objectives often involves trade-offs. Balancing the trade-offs in these objectives is one 
of the challenges policymakers face in implementing tax reform. 



Tax Reform Options 

Fundamental or comprehensive tax reform may be achieved either by modifying the existing 
income tax system or by changing the source of tax revenue (e.g., replacing the current tax 
system). In modifying the existing tax system, base-broadening could raise additional tax 
revenues. The additional revenues could either be used to reduce tax rates or for deficit reduction. 
Similarly, revenues from a new tax (e.g., a consumption tax) could be used to offset reductions in 
current taxes, or to reduce the deficit. Much of the recent debate has centered around a revenue- 
neutral tax reform, with lower rates on individual and corporate income. Either base-broadening 
or an alternative revenue source could be used to pay for lower rates in a revenue-neutral tax 
reform. 



1 For details on the working groups, see The United States Senate Committee on Finance, “Flatch, Wyden Launch 
Bipartisan Finance Committee Tax Reform Working Groups,” press release, January 15, 2015, 
http://www.fmance.senate.gov/newsroom/chairman/release/7kL2ea8c8e5-c892-4230-9dla-db7522a920be. 

2 CRS Report R43898, Tax Provisions that Expired in 2014 (“Tax Extenders"), by Molly F. Sherlock. 
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Income Tax Reform: Base-Broadening 3 

Some Members of Congress have expressed concern about the large number and high cost of tax 
expenditures. 4 Examples of tax expenditures include the deduction for mortgage interest on 
owner-occupied residences and the deduction for property taxes on owner-occupied residences. 
Many tax expenditures are seen as targets to be reduced or eliminated. In evaluating tax 
expenditures, one issue Congress may want to consider is whether the benefits of a particular tax 
expenditure exceed the costs of that tax expenditure. 5 Identifying and quantifying the costs and 
benefits associated with particular tax expenditure provisions, however, can be challenging. 6 

The current tax refonn debate generally deals with the issue of broadening the individual and 
corporate income tax bases, often by scaling back or eliminating tax expenditures. The additional 
revenues could be used to lower marginal tax rates, reduce the deficit, or achieve some 
combination of these two options. Both the Tax Reform Act of 2014 and the Fiscal Commission’s 
2010 tax reform proposal pay for reduced tax rates at least in part by repealing or reforming many 
major tax expenditures. 7 

The tax expenditures associated with the individual and the coiporate tax differ in their size and 
value, and thus in their scope for potential revenue generation. The potential revenue gain from 
individual tax expenditures is large as they currently result in roughly $ 1 trillion of lost revenue 
annually. While these large amounts suggest a significant scope for base-broadening, most of 
these tax expenditures arise from a limited number of provisions, many of which are popular and 
broadly used, are difficult to eliminate in a technical sense, and/or are considered desirable 
provisions. 8 In 2012, the Joint Committee on Taxation (JCT) found that a revenue-neutral reform 
that (1) repealed the AMT; (2) repealed all itemized deductions; (3) taxed capital gains and 
dividends at ordinary rates; and (4) retained the earned income tax credit (E1TC), child tax credit, 
and tax benefits for retirement savings and healthcare could reduce rates by 4%. Thus, the top 
individual income tax bracket would be reduced from 39.6% to 38.02%. 9 

Corporate tax expenditures are relatively small in value, partially reflecting the smaller corporate 
tax base. Analysis suggests that eliminating all corporate tax expenditures would allow the 



3 Typically, a base-broadening tax reform is one that eliminates certain tax preferences, such as tax deductions, credits, 
or exclusions. This allows tax rates to be applied to a larger income base. Base-broadening can be used to pay for rate 
reductions in a revenue-neutral tax reform. 

4 For an analysis of tax expenditures, see CRS Report R44012, Tax Expenditures: Overview and Analysis, by Donald J. 
Marples. 

5 For background material on tax expenditures, see CRS Report CP 10001, Tax Expenditures: Compendium of 
Background Material on Individual Provisions — A Committee Print Prepared for the Senate Committee on the Budget, 
by Jane G. Gravelle et al. 

6 For background on other considerations to be made when evaluating tax expenditures, see U.S. Government 
Accountability Office, Tax Expenditures: Background and Evaluation Criteria and Questions, GAO-13-167SP, 
November 29, 2012, http://www.gao.gov/assets/660/650371.pdf. 

7 The Fiscal Commission’s illustrative tax reform proposal can be found in the Report of the National Commission on 
Fiscal Responsibility and Reform, “The Moment of Truth,” December 2010, available at 

https://www.fiscalcommission.gov/sites/fiscalcommission.gov/files/documents/TheMomentofTruthl2_l_2010.pdf. 

8 See CRS Report R42435, The Challenge of Individual Income Tax Reform: An Economic Analysis of Tax Base 
Broadening, by Jane G. Gravelle and Thomas L. Hungerford. 

9 See Letter from Joint Committee on Taxation to Honorable Max Baucus and Honorable Orrin G. Hatch, United States 
Senate, October 11, 2012, available at http://democrats.waysandmeans.house.gov/sites/ 

democrats, waysandmeans.house.gov/files/1 1 2- 1 67 1 .pdf. 
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